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Executive Summary

Purpose

About a million low-income households are currently receiving rental
assistance through the Department of Housing and Urban Develop-
ment’s (HUD) section 8 existing certificate or housing voucher programs.
The administration has proposed that the certificate program be
replaced with the voucher program, claiming that vouchers are less
costly and more efficient. However, debate surrounding the comparative
merits of both programs prompted the Chairman, Subcommittee on HUD-
Independent Agencies, Senate Committee on Appropriations, to request
that GAO compare the costs of vouchers and certificates and determine
the costs of converting outstanding certificates to vouchers. The Chair-
man also asked GAO to assess the adequacy of HUD's fair market rents
(FMRs) and their impact on tenant rent burdens.

Background

Housing vouchers, which were established in 1983, and certificates,
which were established in 1974, are two very similar programs whose
identical goals are to provide subsidies for low-income families to live in
private rental housing that is decent, safe, and affordable. A distinct
feature of the voucher program is the incentive it provides families to
“shop around” for housing best suited to their needs. This feature dis-
tinguishes vouchers from certificates in terms of the way public housing
agencies (PHAS) compute tenant rent subsidies.

In the certificate program, subsidies are based on the difference between
30 percent of an assisted family’s adjusted monthly income and its
actual rent payments, which cannot exceed the FMR for the area. In the
voucher program, subsidies are based on the difference between 30 per-
cent of an assisted family’s adjusted monthly income and the FMR for the
area. Families may choose to rent units priced above the FMR and pay
the additional rent themselves. However, if a family’s actual rent is less
than the FMR, PHAS' rent subsidies are based on the higher FMR, thereby
reducing a family’s actual out-of-pocket expenses.

Results in Brief

The voucher program’s shopping incentive provides low-income families
more flexibility in choosing housing and higher average subsidies than
certificates. These higher subsidies, however, result in vouchers that
cost more than certificates and, therefore, serve fewer families. HUD's
contention that vouchers are less costly than certificates is misleading
because 11UD uses different budgeting approaches to compute program
COSts.
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Executive Summary

Principal Findings

Beginning in 1989, subsidies for 780,000 outstanding certificates will
begin expiring. HUD plans to refinance these certificates with vouchers.
Because certificate families who have been in the program for a number
of years are often paying less than FMRs, it would be costly to begin sub-
sidizing these families based on higher FMRs instead of their lower actual
rents.

FMRS influence the degree of success low-income families have in locat-
ing affordable rental units and, in the voucher program, the percentage
of income they pay for rent. Even though HUD uses the best available
central data sources in making rent determinations, there are limitations
in the data that can cause FMRs to be either too high or too low in certain
areas.

Vouchers Cost More Than
Certificates but Provide
Added Benefits

The latest data available indicate that voucher costs are likely to be
higher than certificate costs. Using data from HUD's first-year report on
the housing voucher program, GAo calculated that with HUD's 1989
budget request, about 9,500 (or 6 percent) fewer families can be assisted
with vouchers than with certificates. To assist the same number of fami-
lies with vouchers would cost an additional $208 million.

Vouchers are more costly because, compared with certificates, they pro-
vide higher subsidies to those families who rent units for less than FMRs.
Voucher families, however, must pay the difference between FMRs and
higher actual rents and, in some cases, assisted voucher families are
paying over 60 percent of their incomes for rent.

Budgeting Processes Are
Inconsistent

HUD has told the Congress that the voucher program is less costly than
the certificate program. This statement, however, is misleading because
HUD uses different methods to estimate the costs for each program. In
presenting the costs of these programs in its budget, HUD does not clarify
that these different approaches were used, which makes it difficult for
the authorizing Committees to fully evaluate the merits of each program
and establish appropriate funding levels.
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Executive Summary

Converting Certificates to
Vouchers Would Be Costly

Over the next 12 years, 780,000 section 8 certificates will expire. HUD
plans to refinance these certificates with vouchers. Data Gao obtained
on 87,000 certificate tenants show that their rents averaged 15 percent
below FMRs. Because voucher recipients who rent below FMRs receive
larger subsidies, the first-year costs to refinance the 87,000 certificates
would be $83 million greater than if they were refinanced with certifi-
cates. Although this sample is not statistically projectable, Ga0 calcu-
lated that if these rent differences are representative of the 780,000
expiring certificates, the cumulative additional cost to refinance them
with vouchers over the next 12 years would be $9.6 billion. This differ-

" ential, expressed in terms of its discounted present value, equals $4.3

billion.

Fair Market Rents Are Not
Always Accurate

Matters for
Congressional
Consideration

HUD’s FMRs do not always accurately reflect actual market rents. Even
though HUD uses the best available national data in setting its FMRS,
these data are not always current nor geographically specific. Conse-
quently, FMRs are sometimes set too high, which can result in PHAS over-
subsidizing tenants. Conversely, FMRs are sometimes set too low, which
can result in tenants having high rent burdens and/or difficulty in locat-
ing affordable rental units.

GAO’s review of housing assistance in the Houston, Texas, area, which
has surplus rental housing, shows that FMRrs appear to be too high. This
results in PHAS oversubsidizing some families at the expense of other
low-income families who go unserved. On the other hand, FMRs appear to
be too low for the more expensive counties included in the New York
City housing market. This results in certificate families experiencing
considerable difficulty in finding housing and in voucher families having
unusually high rent burdens.

GAO believes that operating one rental assistance program is advanta-
geous. It would provide consistent benefits to program recipients and a
unified approach to delivering housing assistance. If the Congress elects
to have one program, it will need to evaluate the merits and drawbacks
of features presently distinguishing vouchers from certificates and
adopt those features that best satisfy the programs’ legislative intent of
providing decent, safe, and affordable housing. A key feature is whether
subsidies should be based on actual rents as in the certificate program or
FMR payment standards as in the voucher program. And,
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Recommendations

Agency Comments

if subsidies are based on FMR payment standards, should shopping incen-
tives be paid to tenants who rent in place—especially tenants with
expiring certificates, or,

if subsidies are based on actual rents, should families be allowed to rent
units with rents above the FMR payment standards.

Another key feature is whether program budgeting should be based on a
fixed number of families to be served as in the certificate program or
fixed dollar allocations as in the voucher program.

The Secretary, Department of Housing and Urban Development, should
(1) identify areas where FMRs may be either too high or too low and
make necessary adjustments and (2) establish consistency in the budget-
ing processes for certificates and vouchers.

HUD agreed that the voucher and certificate programs should be com-
bined into a single subsidy program. But, HUD raised concerns regarding
GAQ's cost comparison of vouchers and certificates, which it said could
lead to erroneous conclusions.

HUD contended that the report relies solely on the results of the first
year of the voucher demonstration and that the second-year results will
show that vouchers are less costly than certificates. GAO believes that its
conclusions are appropriate. The report refers to several data sources
other than the voucher demonstration used in GAO’s analyses. The report
also discusses the principal features distinguishing the two programs,
such as the "‘shopping incentive,” and how these features affect low-
income tenants and program costs regardiess of the outcome of the sec-
ond year of the voucher demonstration.

GAO emphasizes that it does not take a position favoring either vouchers
or certificates but believes that the Congress should examine the merits
and drawbacks of features presently distinguishing the programs and
adopt those that best satisfy the programs’ legislative intent. HUD did
not comment on the report’s recommendations concerning establishing
consistency in the budget process for vouchers and certificates and
improving the process of setting FMRs. (See ch. 4 and app. II1.)
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Chapter 1

Introduction

The Existing
Certificate Program

In 1974, the Congress passed legislation creating a new rental assistance
program for low-income families. The program, commonly referred to as
the section 8 certificate program, subsidizes household rent payments in
existing privately owned housing by paying a portion of recipients’
actual rents. A similar program, known as the housing voucher demon-
stration program, was authorized by the Congress in 1983. This pro-
gram, like the certificate program, also subsidizes the rents of low-
income families in privately owned rental housing. However, unlike the
certificate program in which federal subsidies are based on the actual
rent paid to a private landlord, federal subsidies under the voucher pro-
gram are based on a Department of Housing and Urban Development
(HUD) computed fair market rent (FMR) for specific areas.

For the past several years, both programs have operated concurrently.
However, the administration has proposed that vouchers be used in the
future as the primary federal housing subsidy program. Uncertainty,
particularly over the budgetary ramifications of this proposal,
prompted the Chairman, Subcommittee on HUD-Independent Agencies,
Senate Committee on Appropriations, to ask us to compare the current
costs of issuing certificates versus vouchers, as well as comparative
costs of converting outstanding certificates to vouchers. The Chairman
also asked us to evaluate the adequacy of HUD's fair market rent deter-
minations under different market conditions.

Prior to 1974, HUD's principal housing assistance programs provided
subsidies for the construction or rehabilitation of additional low-income
housing. This housing was then rented to lower income families at below
market rates. Beginning in the early 1970s, interest developed in making
greater use of existing privately owned housing. Accordingly, a 10-year
Experimental Housing Allowance Program was initially authorized in
1970 to test the feasibility of subsidizing tenants rather than the build-
ers of low-income rental housing.

Early experience under the experimental program led the Congress in
1974 to add section 8 to the United States Housing Act of 1937 (42
U.S.C. 14371), creating the Existing Rental Assistance Certificate Pro-
gram to provide rental assistance to low-income families. According to
the act, the certificate program was to help lower income families obtain
a decent place to live and promote economically mixed housing.
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Introduction

were incorporated into a newly designed housing voucher program,
which the Congress authorized in the Housing and Urban-Rural Recov-
ery Act of 1983 (Titles I-V of P.L. 98-181) as a 5-year demonstration
program. The program was reauthorized by the Housing and Community
Development Act of 1987 (P.L. 100-242).

How the Program Works

The voucher program, like certificates, is administered by PHas through-
out the country. These PHAs certify family eligibility for voucher assis-
tance and ensure that HUD's housing quality standards are met. Like the
certificate program, vouchers primarily assist families with incomes of
no more than 50 percent of the area’s median income.

A principal change brought about by vouchers is the added flexibility it
provides to low-income families by allowing them to rent units above
established FMRs. Also, if families rent units below FMRs, they can keep
the difference between actual rents and the applicable FMR. The oppor-
tunity to keep this difference provides families with an incentive to rent
below FMRs. This feature is commonly referred to as a “shopping incen-
tive.” The Congress expected that the application of this shopping
incentive would constrain private landlord rent increases since families
would have a monetary incentive to obtain the most favorable rent.
Since certificates do not provide a shopping incentive, the Congress per-
ceived that landlords are motivated to raise rents to FMR ceilings.

The Senate report on the housing voucher legislation (report no. 98-142,
May 23, 1983) discussed the importance of the program’s shopping
Incentive feature:

“This housing payment certificate program will improve the Section 8 existing hous-
Ing program by giving very low-income families more flexibility to 'shop around’ for
housing best suited to their needs. . . . This shopping incentive will give assisted
tenants the same choice between housing and other needs that they would exercise
in using their own money. This choice by tenants will constrain the inflationary
impact on rents in the current Section 8 program where landlords often just raise
rents up to the maximum fair market since tenants get no savings from a lower rent.
The shopping incentive feature is the essential element of the Administration’s
‘housing voucher’ proposal and has been accepted by the Committee as a way to
bring some discipline of market transactions to tenants in the existing housing
program.”

Aside from the shopping incentive, other differences between the pro-
grams include the method of program budgeting, a rent reasonableness
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How the Program Works

The certificate program is administered by some 2,000 state and local
public housing agencies (PHAs) nationwide. PHaAs certify families’ eligibil-
ity for assistance, issue housing assistance certificates to eligible fami-
lies, assist certificate holders in finding adequate housing units in the
private market, and inspect housing units to ensure that they meet HUD's
housing quality standards. Families participating in the section 8
existing certificate program are principally very low-income households
earning 50 percent or less of the median income for the area in which
they live. These families are selected from waiting lists maintained at
their local PHA.

The program provides subsidies to tenants by paying a monthly stipend
to a private landlord on their behalf. An assisted family pays 30 percent
of its monthly adjusted income for rent, and the PHA pays the landlord
the difference between the tenant’s payment and an approved monthly
rent. The unit the tenant selects must meet HUD's housing quality stan-
dards, and the monthly rent must be equal to or less than a HuD-deter-
mined FMR for the area. HUD sets FMRS to represent the typical price for a
modest rental unit for families of various sizes. In fiscal year 1987, the
federal government provided, through the certificate program, rental
assistance to about 800,000 low-income families.

The Congress approves new certificates each year and authorizes funds
to HUD for a 15-year budget period. The 15-year budget authority assists
PHAS in maintaining long-term stability in operating their certificate
program.

The Housing Voucher
Program

Housing vouchers were recommended by the President’s Commission on
Housing, which was created in June 1981 to find remedies to the hous-
ing problems that affect millions of Americans. The Commission
reported that the primary housing problem in the country was one of
affordability rather than availability of housing. Accordingly, the Cor-
mission recommended that federal subsidies be used to help low-income
families afford privately owned housing rather than for the construc-
tion of additional low-income housing.

In considering the Commission's recommendations, the administration
found that only the certificate program was specifically designed to
address the affordability problem. After analyzing the program’s under-
lving policies and the way in which it was being delivered, the adminis-
tration concluded that, while the program was generally doing a good
job. several aspects could be improved. The administration’s changes
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Objectives, Scope, and
Methodology

test, treatment of welfare rent payments in several states, and tenant
rent burdens. These differences are discussed further in chapter 2.

The Housing and Community Development Act of 1987 eliminated sev-
eral other features that had previously also distinguished vouchers from
certificates. Specifically, the act (1) equalized PHA administrative fees
for both vouchers and certificates (previously, fees for vouchers were
less), (2) provided that certificate holders could also choose housing
outside the jurisdiction of their specific PHA within the same or a contig-
uous metropolitan statistical area (this portability provision before the
act applied only to vouchers), and (3) authorized annual rent adjust-
ments for voucher recipients (prior authority provided for only two
adjustments over a voucher’s 5-year authorization).

HUD contracted in February 1985 with Abt Associates, a private consult-
ing firm, to evaluate the housing voucher demonstration program. The
ongoing evaluation is being conducted at 20 of the nation’s largest PHAS
and calls for an examination of the general effectiveness of rental subsi-
dies provided by the certificate and voucher programs and a comparison
of the use of certificates and vouchers. An interim report on the results
of the evaluation was released in June 1987. According to HUD officials,
a final report is scheduled for the spring of 1989.

The former Chairman, Subcommittee on HUD-Independent Agencies, Sen-
ate Committee on Appropriations, asked us to

compare the cost of housing vouchers with section 8 certificates,
examine the cost of converting existing certificates to vouchers, and
determine the adequacy of HUD’s FMR determinations and their impacts
on tenant rent burdens in distinct housing markets.

To accomplish these objectives, we analyzed program regulations and
data obtained from several sources, including HUD's central office, its
New York and Fort Worth regional offices, and its Houston field office;
four piias in the New York City area (New York City. Westchester
County, Rockland County, and Putnam County); four pHas in the Hous-
ton area (city of Houston, Harris County, Liberty County, and city of
Pasadena); several realtors in New York; and apartment survey firms in
the Houston area.
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We developed financial models to compare the cost of housing vouchers
with section 8 existing certificates. As a baseline for our cost assump-
tions, we used summary data on certificates and voucher tenant rents,
subsidy costs, and tenant payments from the first year of HUD’s housing
voucher demonstration. We estimated subsidy cost changes over time
and the number of households that could be assisted, which HUD used in
preparing its fiscal year 1989 budget request. In our analysis, we used a
similar benefit period for both the certificate and voucher programs to
provide a basis for comparing program costs over time. Appendix 11 dis-
cusses the methodology we used to estimate and compare the federal
costs of providing section 8 certificates versus housing vouchers. To cal-
culate the costs of converting existing certificates to vouchers, we
obtained data on certificate tenants from the pHAS we visited in the New
York City and Houston areas and through telephone surveys with offi-
cials at 13 other large PHAs nationwide. Appendix III contains a listing of
the PHAS we contacted. The PHAS provided us with information on the
average gross rents, average tenant payments, average subsidy pay-
ments to landlords, and fair market rents, broken out by bedroom size,
for all certificate tenants on their rolls as of December 31, 1987. Data
from New York City were obtained as of December 1, 1987. Rent pay-
ment information obtained from the PHAs covered approximately 87,000
certificate tenants.

To examine tenant rent burdens and fair market rents, we selected two
areas of the country with significantly different housing markets. The
New York City area was selected because it is the largest user of housing
vouchers, and it has a tight rental market, experiencing a rental vacancy
rate of about 2 percent. The Houston area was selected because it is also
a large user of housing vouchers, and it represents a loose rental market,
experiencing a rental vacancy rate of up to 18 percent.

To determine the availability and quality of section 8 rental housing
available in the Houston and New York areas, we performed a limited
market survey by using the information and data sources that pHas fur-
nish to section 8 applicants. In the Houston area, we contacted 40 apart-
ment complexes that were included on listings of rental units provided
by PHAS to section 8 applicants and visited 13 apartment projects. In the
New York area, rental listings were not available from pHas, so for a 2-
day period at each PHA we examined daily newspapers, rental listing
publications, and bulletin boards. We also contacted local realtors and
existing section 8 landlords. We visited the one apartment that we were
able to locate in the New York area whose landlords rented the units
within the FMR and would accept section 8 families.
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We performed our work at the PHAs and the HUD field offices between
October 1987 and May 1988. Our review was performed in accordance
with generally accepted government auditing standards.
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Chapter 2

Housing Vouchers Are More Costly Than
Certificates but Provide Greater Benefits to
Some Households

Housing vouchers, on average, cost about 7 percent more than certifi-
cates to assist low-income households. Based on HUD's fiscal year 1989
budget request, this 7-percent added cost means that over 9,500 fewer
low-income households can be assisted with vouchers. To assist the
same number of families would cost an additional $208 million.

The added cost results from the shopping incentive feature of the
voucher program. This feature provides a larger rent subsidy than cer-
tificates for families choosing to rent units below an area’s FMR stand-
ard. However, it is unclear from HUD’s housing voucher demonstration
whether the shopping incentive is achieving one of its primary objec-
tives of encouraging families to shop for housing. Earlier HUD studies
have shown that similar incentives have not greatly influenced families’
housing choices. What HUD’s housing voucher demonstration clearly
shows, however, is that low-income families who continue to rent their
same pre-subsidy units without moving (renting in-place) receive
greater benefits than they would under the certificate program.

As long as the shopping incentive remains a distinct feature of the
voucher program, voucher per-unit and program costs will always be
greater than the certificate program and households renting below the
FMR will always receive greater benefits than they would using certifi-
cates, assuming no other notable differences exist between the pro-
grams. However, other differences add to the debate as to which
subsidy mechanism is the most cost-effective. The most notable differ-
ence, aside from the shopping incentive, is the programs’ budgeting
processes. The voucher program is structured to provide a fixed amount
of dollars over a 5-year period whereas the certificate program allows
for supplemental appropriations should initial budget projections prove
inadequate. On the one hand, vouchers bring greater fiscal responsibility
at the expense of possibly assisting fewer families, whereas, certificates
generally assure that a desired number of low-income households are
assisted each year at the expense of possible future budgetary problems.
The pros and cons to each of these budgeting approaches are discussed
later.

Aside from the programmatic budget differences, HuD has further con-
fused the budgeting process for vouchers and certificates by using dif-
ferent methods to estimate per-unit costs under each program. These
methods have resulted in misleading comparisons of the programs’ costs
in past HU'D budgets.
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Chapter 2

Housing Vouchers Are More Costly Than
Certificates but Provide Greater Benefits to
Some Households

Voucher’s Shopping
Incentive Increases
Costs and Has
Questionable Impact
on Housing Choices

In addition to the current costs of assisting low-income households with
either vouchers or certificates, a potentially very costly decision is
imminent regarding the proposed conversion of approximately 780,000
outstanding certificates to vouchers. We found, based on data we
obtained for 87,000 of these certificates, that the subsidy costs would be
about $83 million greater if these families received vouchers, based on
FMR payment standards, instead of certificates based on actual rents.
The added subsidy costs would reduce family rent burdens below 30
percent. Although our data are not statistically projectable, we calculate
that if it were representative of all 780,000 outstanding certificates,
there would be a cumulative additional cost of $9.6 billion to convert
these certificates to vouchers as the certificates expire over the next 12

years. In terms of its discounted present value, this differential equals
$4.3 billion.

Vouchers pay higher subsidies than certificates when tenants rent units
costing less than the FMk. This feature, called a shopping incentive, is
intended to encourage recipients to shop for housing best suited to their
needs and to make choices between housing and other expenditures. The
Congress also intended that this shopping incentive would constrain
rent inflation. Past HUD experience with shopping incentives, however,
disclosed that these incentives did not work as intended. To date, HUD's
voucher demonstration has not evaluated what impact the shopping
incentive has had on tenant housing decisions.

Vouchers Are Structured
to Pay Higher Subsidies
Than Certificates

When families rent below FMRs, voucher subsidies are higher than certif-
icate subsidies. Under vouchers, PHAs pay subsidies initially based on
the FMR payment standard regardless of actual unit rents. A tenant con-
tribution, generally 30 percent of adjusted family income, is deducted
from this standard. If a family’s actual rent is less than the payment
standard, the family’s actual out-of-pocket expenses are reduced and in
effect the family can use the higher subsidy to purchase other goods and
services. If the rent is greater than the payment standard, the family
must pay the full difference.

Figure 2.1 illustrates a family's rent contribution and the amount of PHA
subsidy under three rent scenarios—monthly rents of $400, $450,
$500—in the certificate and voucher programs. In all three scenarios,
the FMR is assumed to be $450, there are no HUD-granted exceptions to
the FMR, and the adjusted family income is assumed to be $500 per
month.
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Chapter 2

Housing Vouchers Are More Costly Than
Certificates but Provide Greater Benefits to
Some Households

Figure 2.1: Monthly Housing Assistance
Payments and Tenant Contributions at
Various Rent Levels, Vouchers and
Certificates
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Housing Vouchers Are More Costly Than
Certificates but Provide Greater Benefits to
Some Households

Figure 2.1 continued ]
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The above examples assume a fair market rent of $450 per month and an adjusted family income of
$500 per month.

At the $500 gross rent level. a rental unit would be ineligible to participate in the certificate program

Source: GAO examples

As shown in figure 2.1, certificates hold tenant rent payments constant
at 30 percent of adjusted income and piia subsidy payments vary
according to the gross rent level. In contrast, vouchers hold constant the
amount of pPila subsidy and tenant rent burden varies according to the
gross rent level. With vouchers, households receive a larger subsidy for
units renting at $400 than certificate holders do, and their rent burden
decreases to 20 percent. Voucher recipients can also rent units costing
$500, which is not possible using certificates. but their rent burden
increases to 40 percent.
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Housing Vouchers Are More Costly Than
Certificates but Provide Greater Benefits to
Some Households

HUD Data Show Vouchers
Are More Costly Than
Certificates

In June 1987, Hup published the Report of the First Year Findings for
the Freestanding Housing Voucher Demonstration which summarizes its
early experience under the housing voucher demonstration and com-
pares costs of both the certificate and voucher programs in 18 large
urban PHAs. The report shows that in the first year of the voucher pro-
gram tenant rents were, on average, $32 per month, or 8 percent, higher
than certificate tenant rents, reflecting the fact that voucher recipients
are allowed to rent above FMR limits. Similarly, PHA subsidy costs were
$23 per month, or 8 percent, higher in the voucher program due to
voucher recipients renting units below FMRs and receiving higher assis-
tance payments than similar certificate recipients.

Using actual housing subsidy cost data from the first year voucher dem-
onstration report, we calculated that vouchers are 7 percent more
expensive than certificates over a 5-year benefit period. This period was
used for the analysis because it is the time frame for voucher budget
authority and is the minimum benefit period for certificate recipients
(certificate contracts generally have an initial 5-year term but are
renewable for up to 15 years). We included a 3.4-percent annual rent
inflation factor in our analysis, consistent with figures provided to us by
HUD’s housing budget office.

Figure 2.2 shows our estimates of total subsidy costs for vouchers and
certificates over a 5-year benefit period. The data show that, over this
period, vouchers cost $21,820 per unit while certificates cost $20,422 (a
7-percent differential).
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Figure 2.2: Vouchers Cost 7 Percent
More Than Certificates Over a 5-Year
Benefit Period
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Par unit subsidy cost

Source: GAO calculations using HUD data and budgeting assumptions.

The additional voucher subsidy costs mean that PHAs will be able to
issue fewer vouchers than certificates for the same budget allocation. To
illustrate, we estimated the number of vouchers and certificates that
could be issued based on HUD's fiscal year 1989 request of $3.0 billion in
budget authority. Figure 2.3 shows the results of dividing the $3 billion
budgetary allocation by our 5-year cost estimates of vouchers and certif-
icates (the budget authority required per household). We calculat